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Digital Platforms vs. Large-Scale Firms: Regulating a New Mo-
del of Industrial Organisation
Juan José Montero*

As technology reduces transaction costs, digital platforms are creating a new industrial organisation model to coordinate economic actors. This 
new model is in competition with the hierarchical coordination inside large-scale firms. The regulation adopted over the last century for large-
scale integrated firms cannot be automatically extended to platforms. Regulation should be built on the understanding of the role of platforms as 
intermediaries, on a massive scale, with the power to coordinate markets without owning the assets for the provision of services.

The large-scale firm

The Industrial Revolution substituted the tradi-
tional agrarian society of small producers and lo-
cal markets by large-scale firms and first national 

and later global markets. New technology empowered this 
transformation. Industrial production, with new energy 
forms, created economies of scale in production, ensuring 
industrial production a competitive advantage. Railways, 
steamships, the telegraph and the telephone enlarged mar-
kets from local to national, aggregating demand for large-
scale production.

The firm was at the center of this transformation. Econo-
mists identified the role of the firm as a system coordinator. 
In 1937’s “The Nature of the Firm”, one of the most quot-
ed economic papers in history, Ronald Coase explained 
that the “entrepreneur-co-ordinator, who directs produc-
tion” substitutes within the firm the price movements that 
direct production outside the firm (p. 388). The reason for 
this substitution is the high transaction costs in the mar-
ket, which are mostly linked to poor information and un-
certainty. The higher the transaction costs in the market, 
the larger the production that would be integrated/coordi-
nated within the firm, and the larger the firm would turn. 
Transaction costs were identified as the reason for firms to 
exist.

Large-scale firms coordinate the necessary assets: capital, 
technology, human resources, distribution networks, etc. 
Coordination is executed by integrating the assets verti-
cally into a single entity under the hierarchical control of 
the entrepreneur/manager. Again, technology makes this 
coordination possible (communications, transport, media, 
etc.).

The technology that empowers large-scale firms actually 
was coordinated by large-scale firms, which often adopt-
ed the form of a monopoly: AT&T for telephony, GE 
for electricity, railways, etc. The network industries in the 

United States were a good example of the coordinating role 
of the entrepreneur substituting market coordination. 

Regulation was adopted to foster industrialisation. The 
same corporations were made possible by the authorisation 
to create legal persons and the adoption of sophisticated 
legislation to govern them. Capital accumulation was facil-
itated by new legislation on banking and stock exchanges, 
etc.

Regulation was later adopted to govern the negative ef-
fects of industrial firms; this included antitrust rules to 
protect competition, economic regulation to control mo-
nopolistic network industries, labor laws to govern the 
relationships between firms and workers, and consumer 
protection legislation.

This model has been taken to the extreme over the last 
decades. Globalisation has created the largest of the mar-
kets, rewarding firms that exhaust economies of scale. The 
pursuit of scale has produced behemoths that dominate 
industry after industry: larger industrial production plants 
(often in China), larger shipping companies operating the 
largest container-ships ever, larger financial institutions, 
larger media groups, and so on.

Technology and transaction costs

However, this trend might be turning. For decades, 
large-scale firm have been increasingly outsourcing pro-
duction. Demand for ever-larger aircrafts and vessels is 
slowing. Large transnational acquisitions for the creation 
of global communications, electricity, or transport groups 
are increasingly exceptional. Certainly, there might be al-
ternative explanations for many of these evolutions, but 
technology that reduces transactions costs and reduces the 
competitiveness of large-scale firms might be behind this 
new trend.

Information and communication technology (ICT) has 
dramatically reduced transaction costs over the last 20 
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years. Some of the more relevant transaction costs are re-
lated to search and management of information related to 
the counterparty, the product, the transaction itself or the 
execution of the transaction. Communication costs are 
also relevant. The development of the internet has made 
information available at a previously unknown scale. The 
new communications technology (mobile networks, data 
communications services, voice over the internet, etc.) 
has made the information ubiquitous at a very low cost. 
Finally, computing has reduced the cost of managing the 
massive amount of available information. The next step is 
the automation of more and more transactions. The full 
deployment of ICT and the increasing application of ar-
tificial intelligence are substituting human intervention 
in many commercial (and non-commercial) transactions. 
Automation will have a strong effect on transaction costs.

In Coase’s terms, technology has the power to reduce the 
cost of coordination in the market, making it more effi-
cient than internal coordination inside the firm. Coordina-
tion of the transactions in the market is precisely the ambi-
tion of the digital platforms. Platforms have the ability to 
fully exploit technology to reduce transaction costs, which 
is why they are in competition with the large-scale firms, 
the institution exploiting internal coordination.

Digital platforms

Digital platforms coordinating multi-sided markets are 
the new model of industrial organisation empowered by 
technology. Multi-sided markets typically involve two or 
more distinct types of users, interacting through a third 
party, the platform. This model was identified by Rochet 
and Tirole in their seminal paper “Platform Competition 
in Two-Sided Markets”. The new paradigm built by Ro-
chet and Tirole has spawned a substantial amount of in-
dustrial organisation literature (Evans et al., 2016; Parker 
et al. 2016).

Multi-sided markets typically involve two or more dis-
tinct types of users that interact through a third party, the 
platform. Positive network effects (both direct and indi-
rect) are key. The larger the ecosystem, the larger the net-
work effects. Platforms are central to this new model of 
industrial organisation. Firstly, they are the entities that use 
the technology to reduce transaction costs. Apps make use 
of the internet to reduce communication costs to almost 
zero, use algorithms to match supply and demand, and 
provide information about the counterparties (ranking, 
likes, etc.). Secondly, they invest in growing the ecosystem 
around them to reach the positive network effects. Third-
ly, they coordinate the market place, setting the standards, 

the rules and the distribution across the ecosystem of the 
benefits created by the network effects.

Scale can now be built by coordinating the assets pro-
vided by third parties, many of which are small providers. 
Large-scale firms have now an alternative. Digital plat-
forms can rapidly pull together more assets than individual 
firms; for example, Airbnb provides access to more rooms 
than any hotel chain.

In Coase’s terms, technology has reduced transaction 
costs, which has meant that coordination in the market 
can become more efficient than coordination by the en-
trepreneur inside the firm. Furthermore, technology has 
empowered a new form of coordination in the market. The 
market is not only the traditional direct relationship be-
tween supply and demand. Transaction costs are reduced 
as a new intermediary – the digital platform – coordinates 
supply and demand in the most efficient manner. The plat-
form becomes the market coordinator.

Competition between two models of industrial organ-
isation

As platforms emerge across industries, two models of in-
dustrial organisation compete with each other: platforms 
and large-scale firms. Accommodation has already been 
given as an example, but the trend can be identified at a 
much broader scale.

Media has shown how platforms coordinating third par-
ties (Facebook and YouTube are the prime examples) can 
compete with well-established traditional media empires 
and outnumber them, both in viewership scale and adver-
tisement revenue. Traditional newspapers and broadcasters 
are increasingly being intermediated by platforms. Viewers 
tend to have their access to individual news-pieces filtered 
and proposed to them by the platforms. Digital platforms 
are becoming the coordinators of the media market. Tra-
ditional media companies are increasingly working for the 
platforms’ algorithms.

Transport also shows the capacity of platforms to create 
networks on top of distributed systems such as private cars. 
For example, Uber coordinates a fleet of around 3 million 
vehicles/drivers, and it is starting to pull together different 
transport modes (cars, scooters, and mass-transit) and ex-
panding from passenger transportation into food delivery 
and freight transportation. Digital platforms aim to coor-
dinate trucks, vessels and aircrafts, in competition with the 
well-established behemoths in the maritime and aviation 
industries. Again, traditional transport providers are in-
creasingly working for the algorithms that coordinate the 
competing transport modes/services.
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As Google CEO Eric Schmidt said, “One very compel-
ling – and underappreciated – aspect of the internet is how 
it has greatly expanded the potential to build platforms 
not just in the technology business, but in any industry” 
(Schmidt 2014, p. 81). Any industry can be disrupted by 
platforms coordinating third-party assets at a previously 
unknown scale, with unknown efficiency.

Are large accommodation, media, transport, or finance 
firms even necessary in a new world of digital platforms 
coordinating small firm’s (and even individually owned) 
rooms, news-pieces, rides, and finance transactions?

Regulating digital platforms

Just as a new legal framework was built for large-scale 
firms and the industrial world, a new legal framework is 
necessary for the new model of industrial organisation 
emerging around digital platforms. The legal rules de-
signed for the large-scale firm cannot be automatically ap-
plied to the platforms, just as the old feudal rules were an 
obstacle to industrialisation and did not solve the challeng-
es it posed to workers, consumers, and the environment.

Traditional legislation on labor, liability, antitrust, con-
sumer protection, etc. was designed for large-scale firms 
that were in full control of their assets, as they were inter-
nalised and under the hierarchical control of the entrepre-
neur/manager.

Digital platforms do not have such control over the as-
sets they coordinate. They do not own the assets they co-
ordinate (rooms, vehicles, etc.). They do not employ the 
individuals providing assets and services (drivers, home 
owners, etc.) under labor law. 

Digital platforms are intermediaries. They use technol-
ogy to facilitate the interaction between third parties. It 
can be the interaction among businesses (B2B), between 
business and consumers (B2C), or even between busi-
nesses and government (B2G). Intermediation is prone to 
conflicts of interest. This is why intermediaries often have 
codes of conduct and are sometimes subject to regulation. 
Transparency is often a requirement to avoid conflict of 
interests. Non-discrimination rules are common among 
intermediaries. These are the principles that should inspire 
platform regulation.

However, the scale and market power of the new interme-
diaries have no precedent. The largest platforms coordinate 
literally billions of users across the world. It is not only a 
scale. Platforms are growing increasingly powerful in the 
markets they intermediate. Network effects lead to market 
concentration. Platforms tend to evolve into tight oligop-
olies and even monopolies (winner-take-all). Such concen-
tration reinforces the role of the platform as system coor-

dinator. They do not merely create network effects across 
their ecosystem, but they decide how the ecosystem works, 
who is accepted into it, and how the benefits derived from 
network effects are distributed across the ecosystem.

Digital platforms challenge the existing regulation. Li-
ability for the provision of services intermediated by the 
platform is a challenge. Full liability for the intermediated 
service is not usually required of intermediaries. However, 
in an automatically intermediated transaction, consumers 
might not even recognize that an intermediary has inter-
vened. They often think it is the platform that is providing 
the service. In fact, the stronger the coordination role of 
the platforms, the more confusing it is for the consumer. 
At the same time, imposing full liability on the platform 
would ignore the fact that platforms do not own the assets 
and that service providers are not under the hierarchical 
control of the platform. Furthermore, full liability could 
be a fundamental obstacle for the platform to grow the 
massive ecosystem around them and reach the efficiencies, 
damaging consumers and society as a whole.

For example, antitrust faces fundamental difficulties to 
define the relevant market. Platforms work across markets. 
The more traditional markets they coordinate, the larger 
the network effects and the larger the benefits. It is diffi-
cult to model such complex structures to identify the harm 
in a merger or in an abuse of dominant position case, or 
to identify potentially anticompetitive vertical agreements 
between the platform and the intermediated firms.

Labor law is another example of a regulation adopted for 
the large-scale firm that cannot be automatically extended 
to digital platforms. Small service providers are not under 
the hierarchical control of the platform as they are under 
the control of the traditional firm. Service providers are 
usually free to work with several platforms at the same time 
(multi-homing); they decide when they want to work, and 
they are free to take many decision on how they provide 
their services. They usually have the direct contractual rela-
tionship with the consumer. Again, automatically extend-
ing the labor regulation to platforms could just delay or 
hinder the construction of the network effects that create 
the efficiencies for the benefit of the consumers and society 
as a whole.

Does this mean that digital platforms should not be reg-
ulated? Not at all! Digital platforms can harm producers, 
particularly individual workers, consumers, and society in 
many new forms. But regulation must be adapted to the 
new reality. Regulation should start with the acknowledge-
ment that platforms create massive efficiencies that cannot 
be ignored or shunned if a society wants to remain com-
petitive. Regulation must then be adapted to the new real-
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ity and to the structure of the new industrial organisation 
model.

First, the regulation of the digital platforms should be 
built on the recognition that platforms intermediate be-
tween third parties. Platforms are built on billions of 
contractual relationships with producers, consumers, ad-
vertisers, etc. Regulation should focus on these contrac-
tual relationships, and particularly on the algorithms that 
enforce such contracts. Algorithms should be more trans-
parent, so the intermediate parties are aware of potential 
conflicts of interests. It is important to understand why 
and how service providers are selected by the algorithm 
against a competitor. This is particularly the case when the 
platform is vertically integrated and not only intermedi-
ates, but also competes in the provision of the service. 

Second, the vertical contractual relationships between 
service providers and platforms are key. As the economy is 
“platformised” (transformed into multi-sided markets co-
ordinated by a platform), individual service providers get 
“platformed”, their services commodified and their posi-
tion against the platform weakened. The financial sustain-
ability of underlying service providers must be protected, 
both in the case of individuals but also in case of infra-
structure managers (Montero & Finger, 2017).

Third, the market power of the most successful platforms 
relies on network effects. The regulation of such market 
position should be inspired by the experience of the regula-
tion of the traditional network industries over the last cen-
tury: unbundling, portability, measures to reduce barriers 
to entry, access regulation are the precedents upon which 
the regulation of platforms as the new network industries 
can be built (Finger & Montero, 2018).

Fourth, on a broader scale, it is through the algorithms 
that platforms coordinate the markets around them. Al-
gorithms can have a negative impact on the intermediated 
parties, both producers and consumers. Algorithms can 
also have effects on the general interest, on the wider dy-
namics resulting from millions of interactions in the mar-
ket. The tools for regulators to ensure that the algorithms 
promote the general interest have to be designed.
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